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In April, Panama reached a debt-restructuring agreement that will substantially reduce its mediumand long-term commercial obligations and extend the repayment period to 30 years. Government
officials and members of the international banking community say that the arrangement will help
pave the way for completion of President Ernesto Perez Balladares's economic restructuring plan.
According to the UN's Economic Commission for Latin America and the Caribbean (ECLAC), the
foreign portion of Panama's US$6 billion public debt rose 5.1% last year to US$3.85 billion (see
NotiSur, 03/14/96). Of that amount, Panama owes US$3.5 billion to 243 commercial banks US$2
billion in principal and US$1.5 billion in overdue interest payments.
Soon after taking office in September 1994, President Perez Balladares targeted the commercial
debt as a major obstacle for his economic-restructuring plan. Unpaid interest on the debt had
ruined Panama's credit so that its only significant source for loans was the multilateral banking
system. Furthermore, government officials said that the poor credit rating was discouraging foreign
investment, which they consider the key element in reaching the goal of greatly increased growth
and entry into global competition.
In December 1994, a negotiating team led by ex-minister of economy Ricaurte Vasquez began
exploring a restructuring agreement with the Bank Advisory Committee, which represents
commercial-bank creditors (see NotiSur, 05/11/95). The committee is chaired jointly by officials from
Citibank of New York and the Bank of Japan. In May 1995, the negotiations yielded an agreement
in principle through which the creditor banks would forgive up to 45% of the US$2 billion principal
on Panama's medium- and long-term private debt. They would also forgive 33% of the US$1.5
billion in interest that has accumulated on the debt since Panama began defaulting on payments
in 1987 during the period of rule by Gen. Manuel Noriega (1984-1988). The resulting agreement,
though a preliminary one, required Panama to begin making US$2 million monthly payments on the
commercial debt starting in January 1995 and to make an additional US$100 million payment once
the agreement is formalized.
Furthermore, Panama was obliged to set aside 18.7% or about US$879 million of its 1996 budget for
debt service. Opposition legislators produced a report arguing that the sum was too large 8% greater
than the allocation for social programs and would "sacrifice the people to satisfy the demands
of international financial institutions." In March 1996, Planning Minister Guillermo Chapman
announced during the annual Inter-American Development Bank (IDB) meeting in Buenos Aires
that Panama had agreed to the final terms of the restructuring plan, which was then formally
signed in Paris on April 17. Of various alternative debt-reduction plans proposed by Panama, the
committee choose a plan to exchange the old debt for Brady bonds issued by the Panamanian
government.
The restructuring will reduce the debt by 31% considerably less than in the preliminary agreement
by allowing creditors to exchange the debt for one or another of several instruments that make
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up the agreement. Under the plan, 82% of the debt is expected to be liquidated by unsecured
Panamanian government bonds, while 18% will be retired with dollar-denominated 30-year
Panamanian government discount and par bonds. The discount bonds will have a value of 69% of
the original debt and carry an interest rate of at least 13/16ths of 1% above the London interbank
lending rate (LIBOR). The par bonds will not be discounted but will earn interest at below the
LIBOR rate. Both of these bonds are to be secured by US Treasury bonds, which Panama will
purchase with the help of a US$30 million loan from the World Bank and another US$30 million
from the IDB.
In addition, the International Monetary Fund (IMF) has authorized Panama to use up to 25% of a
new US$104 million standby credit for debt reduction and debt service. Other IDB credits upon
which Panama may draw for the same purpose are in the pipeline. At the signing ceremony in
Paris, Chapman said that Panama has now improved its international image and will have access
to international sources of financing previously denied to it because of the defaulted payments.
Panama's renewed creditworthiness will also permit the government to borrow in the future at more
favorable interest rates and will help attract foreign investment, which is necessary if Panama is to
carry out state modernization and poverty- reduction programs, he said. Chapman also said that
the acceptance by creditors of unsecured Panamanian bonds "reflects the high level of confidence
that the international financial community has in the quality of the reforms implemented by the
government, the prospects for the country's sustainable growth, and its capacity to meet its credit
obligations."
President Perez Balladares attended the signing ceremony to underscore his government's
"determination to live up to its commitments." The international financial community has
responded favorably to the restructuring agreement. Arturo Tapia, president of the brokerage firm
Wall Street Securities, said the agreement "will open an important source of financing and permit
the government greater flexibility in financing its infrastructure projects." Jose Maria Fernandez,
president of the firm Private Asset Management, said that Panama's Brady bonds have enjoyed
great success in the international money markets and are being quoted almost on a par with those of
Colombia, Chile, and Mexico. Andrea Bauer, a Citibank official, added that the agreement marked
"the end of Panama's foreign-debt crisis."
Besides the World Bank, IMF, and IDB loans to help restructure Panama's commercial debt, other
new multilateral loans have recently been announced. In February, the IDB authorized US$100
million for public works and other projects. In March, the World Bank announced a US$35 million
loan to finance poverty-reduction projects in 185 municipalities. While opposition-party critics have
complained that new loans will only add to the foreign-debt burden, IDB representative in Panama
Bolivar Santacruz pointed out that Panama received US$91 million from IDB in 1995 but at the same
time paid off US$60 million in other debts. The country is a good credit risk because the economy is
functioning well and the government is maintaining a budget surplus, he said. [Sources: La Prensa
(Panama), 03/19/96, 03/27/96, 03/29/96; Notimex, 04/17/96; Agence France-Presse 12/14/95, 04/17/96;
Inter Press Service, 12/06/95, 03/16/96, 04/25/96]
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